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How Do Personal Remittances Affect Income Inequality?
Lucas Heinzen, Carlie Kobler, Hannah Pletcher, Fort Hays State University
Abstract

Methodology & Model

We research the effects of personal remittances on the distribution of income
and income inequality. Based on data we collected for the World Bank
Databank from 1970 to present we compared the effect that remittances
have on the income share held by the top 20 percent of the population vs
their effect on income share held by lowest 20 percent. The results from
comparing the two models indicate that personal remittances decrease the
spread of income leading to a decrease in the wage gap of lower to middle
income countries. This is due to their greater effect on the income of the
lowest 20 percent over the income of the highest. Our findings are similar to
those of previous studies on the effects of remittances on income.

The data from this study comes from data reported to the World Bank
Databank from 1970 to present. Our study uses countries from across
the world split up into seven different regions using North America as
our base for observation. We exclude countries from the model that are
considered to be “high income” in order to get the most accurate
representation of the effect that remittances have on lower to middle
income countries while using low income as our base. The analysis for
this study uses Ordinary Least Squares (OLS) Methodology. We control
for additional variables that have an effect on income including trade,
secondary education level, and inflation.

Introduction
Personal remittances are a major source of income in many developing and
lower to upper median income countries across the world. Remittances
received from other countries totaled 529 billion in 2018 up 9.6% from 483
billion just one year before. Previous studies have shown that the effect
remittances have on income poor is positive while their effect on the rich is
negative. Our research looks at whether an increase in a countries
remittances as percentage of GDP will lead to a decrease in poverty and
decrease income inequality among countries across the world that are
considered to be lower to median income countries. We hypothesize that
remittances will increase the amount of wealth across the different regions
for the lowest 20 percent while at the same time decreasing wealth of the
highest 20 percent intern, decreasing income inequality.

Selected Results
Summary statistics summarize information about the data set. This
statistic shows that the average mean of remittances as a percentage
of GDP is 4.22 and the median reads 1.25. The average mean for
income share held by the highest 20 percent is 46.18 and the median,
44.35. The average mean for income share held by the lowest 20
percent is 6.34 and the median, 6.50.
We found that in the full model that a 1 percent increase in remittances
would result in a 0.001 percent increase in income held by the highest
20 percent but is no longer statistically significant. When looking at the
second model we found that a 1 percent increase in remittances would
result in a 0.02 percent increase in income share among the lowest 20
percent.
Results show that there are remittances in the top 20 percent which
are still increasing but at a decreasing rate. As for the bottom 20
percent, the results have continually showed statistical significance
throughout the full model. Although, this change is relatively small it
does show a slight decrease in income inequality. An amount of
substantial economic activity is dependent on family members working
abroad.
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Standard errors in parenthesis

***p<0.01, **p<0.05, *p<0.1

Conclusion
Our results from the study indicate that remittances have a positive effect on the
income share of lowest 20 percent. This effect is greater than that of the effect on
the income share of the income share of highest 20 percent. This leads us to the
conclusion that over time an increase in remittances flowing into a low to median
income county will slightly decrease income inequality. Although proven to be
statically significant this effect may be too slight to have practical effect on
the wage gap over a reasonable period of time.
These results are consistent with the relevant literature that explore the distribution
of remittances and their effect on income inequality.
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